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DECEMBER 27, 1971 
Proposed APB Opinion 
Disclosure of Accounting Policies 
Issued by the Accounting Principles Board of the 
American Institute of Certified Public Accountants 
for Comment from Persons Interested in Financial Reporting 
Comments should be received by February 16, 1972 and 
addressed to Richard C. Lytle, Administrative Director, APB 
at the Institute's Offices, 666 Fifth Avenue, N.Y., N.Y. 10019 
E X P O S U R E D R A F T 
INTRODUCTION 
1. In recent years, an increasing 
number of business enterprises are in-
cluding in their annual reports to 
shareholders a separate summary of 
the major accounting policies followed 
in preparing the financial statements. 
This disclosure has been favorably re-
ceived by users of financial statements 
and endorsed by organizations repre-
senting corporate business. 
2. Practice by those entities that pre-
sent summaries of accounting policies 
has varied considerably. Some entities 
present the summary of accounting 
policies as an integral part of the finan-
cial statements; others present it as 
supplementary information. In addi-
tion, both the nature and the degree of 
disclosure vary, and related guidelines 
are lacking. 
3. In view of the increasing recogni-
tion of the usefulness of disclosure of 
accounting policies, the Accounting 
Principles Board has considered wheth-
er this disclosure should be required 
in financial statements and whether 
guides should be established for the 
form and scope of disclosure. This 
Opinion sets forth the Board's conclu-
sions. 
DISCUSSION 
4. Financial statements are the end 
product of the financial accounting 
process, which is governed by gen-
erally accepted accounting principles 
on three levels: pervasive principles, 
broad operating principles, and detailed 
principles.1 Implementation of gen-
erally accepted accounting principles 
requires that judgment be exercised as 
to the relative appropriateness of ac-
ceptable alternative principles and 
methods of applying them in specific 
circumstances of diverse and complex 
1
 See APB Statement No. 4, Basic Con-
cepts and Accounting Principles Underlying 
Financial Statements of Business Enter-
prises, Chapters 6, 7, and 8. 
economic activities. Although the 
combined efforts of professional ac-
counting bodies, of business, and of 
the regulatory agencies have signifi-
cantly reduced the number of accept-
able alternatives and are expected to 
reduce the number further, judgment 
must nevertheless be exercised con-
tinually as regards detailed principles, 
frequently as regards broad operating 
principles, and occasionally as regards 
pervasive principles. 
5. The accounting policies of a re-
porting entity are the specific account-
ing principles and the methods of 
applying those principles that are 
judged by the management of the en-
tity to be the most appropriate in the 
circumstances to present fairly finan-
cial position, changes in financial posi-
tion, and results of operations and that 
have accordingly been adopted for pre-
paring the financial statements. 
6. The accounting policies followed 
by a reporting entity can significantly 
affect the presentation of its financial 
position, changes in financial position, 
and results of operations. Accordingly, 
the usefulness of financial statements 
for purposes of making economic de-
cisions about the reporting entity de-
pends significantly upon the user's 
understanding of the accounting pol-
icies followed by the entity. 
OPINION 
Applicability 
7. The Board concludes that infor-
mation about the accounting policies 
adopted and followed by a reporting 
entity is essential for financial state-
ment users in making economic deci-
sions. When financial statements are 
issued purporting to present financial 
position, changes in financial position, 
and results of operations, a description 
of the accounting policies adopted and 
followed by the reporting entity should 
also be presented as an integral part 
of the financial statements. In circum-
EXPOSURE DRAFT 
stances where it may be appropriate to 
issue one or more of the basic financial 
statements without the others, purport-
ing to present fairly the information 
given, statements so presented should 
include appropriate identification of 
the pertinent accounting policies.2 
8. These conclusions apply both to 
profit-oriented business entities and to 
not-for-profit entities. 
Content 
9. Disclosure of accounting policies 
should identify and describe the ac-
counting principles followed by the 
reporting entity and the methods of 
applying those principles that materi-
ally affect the determination of finan-
cial position, changes in financial 
position, or results of operations. In 
general, the disclosure should encom-
pass major judgments relating to rec-
ognition of revenue and allocation 
of asset costs to current and future 
periods; in particular, it should en-
compass those accounting principles 
and methods that involve 
a. A selection from existing accept-
able alternatives; 
b. Principles and methods peculiar 
to the industry in which the reporting 
entity operates, even if such principles 
and methods are predominantly fol-
lowed in that industry; 
c. Unusual or innovative applica-
tions of generally accepted accounting 
principles (and, as applicable, of prin-
ciples and methods peculiar to the 
industry in which the reporting entity 
operates) that materially affect the re-
lated financial statements. 
10. Examples of disclosures by a 
2
 The Board recognizes that it may be 
appropriate to omit a statement of account-
ing policies in some circumstances; for 
example, from financial statements restricted 
for internal use only (see Statement on 
Auditing Procedure No. 38, paragraphs 5 
and 6) and financial statements prepared 
for special purposes (see Statement on 
Auditing Procedure No. 33, Chapter 13) . 
business entity commonly required 
with respect to accounting policies are 
those relating to basis of consolidation, 
depreciation methods, amortization of 
intangibles, inventory pricing, account-
ing for research and development costs 
(including basis for amortization), 
translation of foreign currencies, and 
recognition of profit on long-term con-
struction-type contracts. This list of 
examples is not all-inclusive, and dis-
closures of other accounting policies 
would be required depending on the 
circumstances. 
11. Disclosure of accounting policies 
should comprise concise delineation of 
important accounting principles and 
methods, omitting details more appro-
priately presented in notes to financial 
statements (e.g., composition of in-
ventories or of plant assets). In some 
cases, the disclosure of accounting pol-
icies should refer to related details 
presented elsewhere in the financial 
statements or the notes; for example, 
changes in accounting policies during 
the period should be described in the 
statement of policies with cross-refer-
ence to the disclosure required by APB 
Opinion No. 20, Accounting Changes 
of current impact of the change and of 
pro forma effect of retroactive applica-
tion of the change. 
Format 
12. Provided that the accounting pol-
icies of the reporting entity are identi-
fied and described as an integral part 
of its financial statements in accord-
ance with the foregoing guides in this 
Opinion, the disclosure may be given 
in whatever format is most appropriate 
in the circumstances. Although the 
Board recognizes the need for flexi-
bility in the matter of format, it 
strongly recommends that this dis-
closure be made in a separate Summary 
of Accounting Policies, so entitled and 
presented immediately preceding the 
notes (or as the initial note) to finan-
cial statements. 
E X P O S U R E D R A F T 
EFFECTIVE DATE 
13. This Opinion shall be effective 
for fiscal years beginning after Decem-
ber 31, 1971. The Board, however, 
encourages earlier application of the 
provisions of this Opinion. 
NOTES 
Opinions of the Accounting Prin-
ciples Board present the conclusions of 
at least two-thirds of the members of 
the Board, which is the senior technical 
body of the Institute authorized to issue 
pronouncements on accounting prin-
ciples. 
Board Opinions are considered ap-
propriate in all circumstances covered 
but need not be applied to immaterial 
items. 
Covering all possible conditions and 
circumstances in an Opinion of the 
Accounting Principles Board is usually 
impracticable. The substance of trans-
actions and the principles, guides, rules, 
and criteria described in Opinions 
should control the accounting for trans-
actions not expressly covered. 
Unless otherwise stated, Opinions of 
the Board are not intended to be retro-
active. 
Council of the Institute has resolved 
that Institute members should disclose 
departures from Board Opinions in 
their reports as independent auditors 
when the effect of the departures on 
the financial statements is material or 
see to it that such departures are dis-
closed in notes to the financial state-
ments and, where practicable, should 
disclose their effects on the financial 
statements (Special Bulletin, Disclo-
sure of Departures from Opinions of 
the Accounting Principles Board, Octo-
ber 1964). Members of the Institute 
must assume the burden of justifying 
any such departures. 
